SR
pe LT

IS 02029857

UNITED STATES | /
SECURITIES AND EXCHANGE COMMISSION =~ ——____ 080 |
Washington, D.C. 20549

Form 6-K

REPORT OF FOREIGN ISSUER

PURSUANT TO RULE 13a-16 OR 15d-16
OF THE SECURITIES EXCHANGE ACT OF 1934

For the month of April 2002

Hemosol Inc.
(Translation of registrant’s name into English)

2 Meridian Road, Toronto Ontario, MOW 477, Canada
(Address of principal executive office)

Indicate by check mark whether the registrant files or will file annual reports under cover of
Form 20-F or Form 40-F.
Form 20-F _ Form 40-F /.

Indicate by check mark whether the registrant by furnishing the information contained in this
Form is also thereby furnishing the information to the Commission pursuant to Rule
12g3-2(b) under the Securities Exchange Act of 1934. Yes  No PROCESSED

} APR 15 2002

THOMSON
FINANCIAL

NY2:\1140453\01\_FZ901!.DOC\52260.0005




The following are included in this Report on Form 6-K:
1. Company’s Audited Consolidated Financial Statements for 2001 and 2000.

2. Management’s Discussion and Analysis of Financial Condition and Results of
Operation.
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management’s discussion and analysis of financial condition

and results of operations

The following information should be read in conjunction with the
Company’s 2001 consolidated financial statements and notes
therein, which are prepared in accordance with Canadian gener-
afly accepted accounting principles (Canadian GAAF). These
principles differ in certain material respects from United States
generally accepted accounting principles (U.S. GAAP), The dif-
ferences as they affect the consofidated financial statements of
the Company are described in Note 13 to the Company’s 2001
consolidated financial statements.

Note: All figures discussed in this section are stated in Canadian dollars.

OVERVIEW

Since the Company’s inception, we have devoted substantially
all of our resources to research and development programs,
clinical trials, regulatory approvals and the development of our
manufacturing capabilities and capacity. We have completed a
Phase ll! clinicai trial of Hemolink™ (hemoglobin raffimer) in
Canada and the U.K. and are currently seeking regulatory
approval to launch HEMOLINK in those two markets. Assuming
U.K. approval is received in the time period anticipated, the
Company will use the Mutual Recognition Procedure to seek
further European approvals in 2003. In addition, we are conduct-
ing a clinical development program of HEMOUNK in the U.S.
with the intention of obtaining regutatory approval to launch there
as well. To ensure that the supply of our product will be available
to meet projected long-term demand, we are constructing a
300,000-unit production facility and corporate headquarters in
Mississauga, Ontario. Until our new manufacturing facility is
completed and validated in early 2003, production capacity at
our existing pilot facility will be limited to approximately 25,000
units per year.

As a company in its pre-commercial stage of development,
to-date we have been dependent primarily upon equity financing
to fund our operations. We do not anticipate generating revenue
until we introduce HEMOLINK into the Canadian and/or the
U.K. markets and subsequently other key European countries.
Assuming we obtain necessary regulatory approvals for
HEMOLINK, we anticipate we wifl generate limited revenue in
the second half of 2002 from the sale of HEMOLINK. Revenues
in 2003 will be dependent on the timing of regulatory approvals
for HEMOUINK and for our new manufacturing facility.

We have not yet determined the price at which we intend to
sell a unit of HEMOLINK. The price will depend on a variety of
factors largely dependent on the data derived from our ongoing
and completed clinical trials and, among other things, market
practices of governmental health care programs, private health
insurers and other third-party medical reimbursers that may
impact pricing.

We have not been profitable since inception, and as at
December 31, 2001 we had an accumulated deficit of
$183.9 million. We expect that our operating expenses will

increase significantly in the near-term as we incur higher costs to
finance our research and development and clinical trials as well
as to fund the growth of our business. We also expect to incur
interest expenses on funds drawn under our credit facilities in
connection with the construction of our new manufacturing facility.

Our operating expenses to-date have consisted of research
and development expenses, administration expenses, and mar-
keting and business development expenses. Our research and
development expenses are comprised of scientific and process
development expenses and regulatory and clinical expenses.
Scientific and process development expenses include expenses
incurred in connection with our basic and applied research,
including all pre-clinical trial activity, the optimizing of our manu-
facturing process and the costs of producing HEMOLINK for
clinical trials. We expense research costs in the year we incur
them. We also expense development costs in the year we incur
them, unless a development project meets generally accepted
accounting criteria for deferral and amortization. To-date, we
have not deferred any development costs. Regulatory and clini-
cal expenses include the external costs directly associated with
conducting clinical trials and the in-house support required to
establish, monitor and report on these trials. Administration
expenses include executive and financial management, human
resources, and general office expenses. Marketing and business
development expenses include market development activities,
including the fees of consultants used in support of market
research, and expenses relating to investor relations.

We anticipate that once we begin to sell HEMOLINK commer-
cially, our operating costs will increase to include production
costs associated with the manufacture of HEMOLINK, These
production costs will include the cost of procuring human red
blood cells, expenses associated with the manufacture of
HEMOLINK (including salary and other costs associated with
an expanded manufacturing workforce), ongoing regulatory com-
pliance costs, royalties based on the net sales of our products
which are payable under our license agreement with the Canadian
Department of National Defense, and plant and equipment
amortization costs. We anticipate that marketing and business
development expenses will increase in the near-term as we incur
expenditures to increase the market awareness of HEMOLINK
and complete the recruitment and training of a sales and
marketing team for HEMOLINK.

RESULTS OF OPERATIONS
YEARS ENDED DECEMBER 31, 2001 AND 2000

NET LOSS

Our net loss increased from $27.6 million or $0.88 per share for
the year ended December 31, 2000 to $38.6 million or $0.98
per share for the year ended December 31, 2001, an increase of
$11.0 million. This increase resulted from significantly higher
operating expenses in 2001.
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ASSET EXPENDITURES

CAPITAL EXPENDITURES

The Company incurred a total of $46.1 million in capital expenditures
during 2001. Of this, $44.1 million related to the new facility and
$2.0 million related to the scale up of the current pilot facility and
information technology and various lab equipment expenditures.
This brings total capital assets net of depreciation to $60.9 million
at December 31, 2001, of which $56.8 miliion relates to the new
facility (including $7.7 million in accounts payable).

NEW MANUFACTURING FACILITY

The construction of our new 120,000 square-foot manufacturing
facility and corporate headguarters in Mississauga, Ontario is
proceeding on schedule. On December 15, 2001 we moved

our offices and labs to this location. Installation of process equip-
ment is expected to be finished in the third quarter 2002 with
validation of this 300,000-unit facility to be completed in early
2003. The site will have the further potential for expanding
production capacity to 600,000 units per year.

We expect that the total cost of constructing, commissioning
and validating this facility will be approximately $20.0 million. We
intend to use approximately $56.0 million of our cash resources
towards its construction, of which we had expended approxi-
mately $49.1 million as of December 31, 2001.

On November 10, 2000, we entered intc a $35 million senior
credit facility with National Bank of Canada and The Bank of
Nova Scotia to finance a portion of the construction costs of our
new manufacturing facility. On December 14, 2000, we entered
into a $12.5 million subordinate credit facility with The Manu-
facturers Life Insurance Company to fund the balance of
construction costs. See “Liquidity and Capital Resources” below.

Our new manufacturing facility is being constructed pursuant
to two separate fixed-price contracts. The first contract provides
for the design and construction of the base building and the fit-up
of the warehouse, offices and laborateries. The second contract
provides for the design, procurement and construction of the
specialized process equipment and the utilities servicing the
process equipment and the process area. These two fixed-price
contracts total $69.0 million, with the remainder of the total cost
of $80.0 million being direct owner costs.

We do not have any material commitment for corporate expen-
ditures other than the construction of our new manufacturing facility.

PATENTS AND TRADEMARKS

As at December 31, 2001, the Company recorded a $1.0 million
addition to its patent and trademark assets. The majority of this
relates to certain drug delivery patents acquired in 2000 with
payment occurring over three years plus a 4% royalty on
potential product revenues.

LIQUIDITY AND CAPITAL RESOURCES

As at December 31, 2001, we had $69.8 million of cash,
cash-equivalents and short-term investments.

We raised gross proceeds of approximately $108.7 million in
March 2001 (including approximately $14.2 million upon the
exercise of an over-allotment option) from a public offering of
our common shares in the U.S. and Canada. Share issue costs
associated with this offering were approximately $8.4 million.

Hemosol's investment policy is to invest our excess cash in
short-term government securities and in at least R-1 mid-rated
investment grade corporate commercial paper as determined by
Dominion Bond Rating Service to ensure liquidity and preservation
of capital. In addition, we periodically enter into forward foreign
exchange rate contracts to fix a portion of our U.S.-dollar expenses.

As a resutt of last year's revisions to the clinical program for
HEMOLINK and the subseguent extension of time lines for
regulatory approval, the Company is negotiating appropriate °
amendments to its senior credit facility. With the considerable
progress in construction of the new manufacturing facility,
Hemosol also is assessing its options concerning the economics
of its $12.5 miliion subordinated debt facility and has not yet
determined whether it will use this facility. Hemoso! will not draw
down under either facility until the appropriate amendments are
agreed to and arrangements are finalized.

We do not currently expect that our cash resources (including
our credit facilities) will be sufficient for cur anticipated operating
and capital expenditures through the end of 2002. Hemosol is
pursuing various equity and non-equity financing alternatives.
Subject to market conditions, Hemosol intends to raise additional
cash reserves during 2002.

CLINICAL, REGULATORY PROGRESS UPDATE

in November 2001, Hemosol received approval from the U.S.
Food & Drug Administration (FDA) to begin a 180-patient clinical
trial of HEMOLINK in primary coronary artery bypass grafting
(CABG) surgery which will be conducted at centres in the U.S.
and the U.K. In January 2002, Hemosol received FDA approval
to proceed with a second clinical trial of HEMOLINK in 140
patients undergoing “re-do” CABG surgery which will be
conducted at U.S. and European centres. These studies were
designed to run concurrently and to be completed towards

the middle of 2002. Upon completion of the two studies, the
Company plans to review the data with the FDA and design
and initiate a third study pivotal for U.S. registration.

A response from Health Canada to the Company's New Drug
Submission to market HEMOLINK in Canada remains pending
at the end of 2001.

Data from the primary and “re-do” studies wilt also be used
to strengthen the Company’s pending U.K. and subsequent
European applications. Hemosal plans to respond to questions
from the U.K. Medicines Control Agency {(MCA) in the third
quarter of 2002 and anticipates that the MCA will complete its
review by the end of 2002. Hemosol intends to foliow the Mutual
Recognition Procedure, which could allow the Company to gain
approval in other European countries shortly after U.K. approval.
The Company has submitted protocols to the FDA for a
high-dose general surgery study and a study in patients with
chemotherapy-induced anemia; active discussions regarding
these trials are ongoing. The variable cost of these two trials
represents approximately $2 million.

RISKS AND UNCERTAINTIES

Qur products are in development and have not yet been marketed
commercially. The business of the Company entails significant
risks, including: the costs and time involved to obtain reguired
regulatory approvals; the uncertainties involved in clinical testing;
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management’s discussion and analysis of financial condition and results of operations

the availability of capital to continue development and
commercialization of our products; and competition from other
biopharmaceutical companies.

REQUIREMENT FOR REGULATORY APPROVALS

In the near-term, our success will depend on our ability to rapidly
commercialize HEMOLUINK. However, our ability to commercialize
HEMOLINK is subject to the regulatory applications that have
been submitted in Canada and the U.K. We also intend to market
HEMOLINK in the U.S., Europe and other international markets
and will require separate regulatory approval from each jurisdiction.
If we do not receive the appropriate regulatory approvals, we will
not be able to market or sell HEMOLINK and our business will
be adversely affected. Regulatory authorities also require sepa-
rate approval for each additional proposed indication for the use
of HEMOLINK. We cannot guarantee that the regulatory authori-
ties will approve HEMOLINK for each indication we propose.

LIMITED MANUFASTURING CAPAB ES

To commercialize HEMOLINK successfully, we must be able to
manufacture HEMOLINK in commercial quantities, in compliance
with regulatory requirements, at acceptable costs and in a timely
manner. To support HEMOLINK's launch in Canada, we have
scaled-up our existing manufacturing facility to be capable of
producing 25,000 units per year.

NEW MANUFACTURING FAGILITY

In order to significantly shorten the time to profitable commerciai-
ization the Company is building a new 300,000 unit manufacturing
facility in anticipation of regulatory approvals. The Company's
profitability will be affected if we are unable to achieve sufficient
capacity and timely completion and validation of the new facility.
The facility will also have to be approved by regulators in the
various jurisdictions in which the Company seeks marketing
approval for HEMOLINK.

DEPENDENCE ON HEMOLINK FOR REVENUE

We will be highly dependent on HEMOLINK sales because
HEMOLINK will likely account for substantially all of our revenue
for the foreseeable future. To-date, the size of the market for
hemoglobin-based products such as HEMOLINK has been
described primarily in terms related to the estimated number
of red blood cell units utilized in blood transfusions and the
potential for some portion to be replaced with such products.
In addition, we expect several entirely new markets to emerge
for clinical indications in which red blood cells are not currently
used. If our assumptions and expectations concerning applica-
tions for HEMOLINK and its markets are incorrect, we may not
be able to successfully commercialize HEMOLINK and we may
not become profitable.

PROJECTIONS

Our expectations regarding the success of HEMOLINK and our
business are based on projections which may not bear out as
we expect. In our press releases and other public documents,
we have forecast the accomplishment of objectives material to
our success, such as the commencement and completion of
clinical trials, anticipated regulatory approval and time of product
launch. The actual timing of these events can vary dramatically
due to factors such as delays or failures in our clinical trials, the
uncertainties inherent in the regulatory approval process and
delays in achieving manufacturing capacity and marketing infra-
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structure sufficient to commercialize HEMOLINK. We cannot
assure you that clinical trials involving HEMOUNK will be success-
fully completed, that we will make regulatory submissions or
receive regulatory approvals as forecasted or that we will be able
to adhere to our current schedule for product launch. If we are
unable to meet our projections, we will need additional financing
in the future.

ADDITIONAL FINANCING

We require substantial working capital to properly develop, man-

ufacture and market our products. Our planned cash requirements

may vary materially in response to a number of factors including:

+ research and development and clinical trial results;

+ delays in the construction, commissioning and validation of
our new manufacturing facility;

+ changes in any aspect of the regulatory process; and;

- delays in obtaining regulatory approval for HEMOLINK and/or
our new manufacturing facility.

Our capital-raising efforts could involve the issuance and sale of

additional common shares. We may not be able to raise any

debt or equity financing if and when needed, and if so, our busi-

ness will be adversely impacted.

CLINICAL THIALS ;

In order to seek regulatory approval for the marketing and sale
of our products, we must first successfully complete both pre-
clinical studies and clinical trials. These studies and trials must
demonstrate that the products are safe and effective for the
clinical use for which approval is sought.

Our other hemoglobin-based oxygen carriers under develop-
ment, our hemoglobin-based drug delivery technology and our
cell expansion technology for alternative sources of hemoglobin
are in pre-clinicat studies. We have been cleared to conduct a
Phase | clinical trial in Canada for our cell and immune therapy
application for our cell expansion technology.

Even if reguiatory authorities approve HEMOULINK, its manu-
facture, marketing and sale will be subject to ongoing regulation,
including inspaction and market surveilance.for compliance, with
Good Manufacturing Practice regulations in Canada and other
jurisdictions. In addition, regulatory authorities could withdraw a
previously approved product from the market upon receipt of newly
discovered information and/or reguire additional and potentially
expensive studies in areas outside existing approved indications.
Adverse results from or unanticipated delays in our clinical trials
or failure to receive the appropriate regulatory approvals could
adversely impact our business. Unanticipated changes in exist-
ing regulations or adoption of new regulations could adversely
affect the manufacture and marketing of our products. Ongoing
government regulation and plant inspections could cause unex-
pected delays and adversely impact our business.

MARKET AND DISTRIBUTION RISKS

Our success will also depend on our ability to market and dis-
tribute HEMOLINK effectively. However, we do not yet have in
place the sales force and other distribution arrangements we
believe we will need to market HEMOLINK effectively, and we
have no experience in commercial sales. In addition, HEMOLINK's
commercial success will depend on its acceptance by the
medical community and third-party medical insurers as clinically
useful, cost-effective and safe.
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Management’s Responsibility for Financial Reporting

DECEMBER 31, 2001 AND DECEMBER 31, 2000
The accompanying financial statements of Hemosol Inc. and all the information in this annual report are the responsibility of management
and have been approved by the Board of Directors.,

The financial statements have been prepared by management in accordance with Canadian generally accepted accounting principles.
When alternative accounting methods exist, management has chosen those it deems most appropriate in the circumstances. Financial
statements are not precise since they include certain amounts based on estimates and judgement. Management has determined such
amounts on a reasonabie basis in order to ensure that the financial statements are presented fairly, in all material respects. Management
has prepared the financial information presented eisewhere in the annual report and has ensured that it is consistent with that in the
financial statements.

Hemosol Inc. maintains systems of internal accounting and administrative controls of high quality, consistent with reasonable cost.
Such systems are designed to provide reasonable assurance that the financial information is relevant, reliable and accurate and the
Company’s assets are appropriately accounted for and adequately safeguarded.

The Board of Directors is responsible for ensuring that management fulfills its responsibilities for financial reporting and is ultimately
responsible for reviewing and approving the financial statements. The Board carries out this responsibility principally through its
Audit Committee.

The Audit Committee is appointed by the Board and all its members are outside directors, The Committee meets periodically with
management, as well as the external auditors, to discuss internal controls over the financial reporting process, auditing matters and
financial reporting issues, to satisfy itself that each party is properly discharging its responsibilities, and to review the annual report, the
financial statements and the external auditors’ report. The Committee reports its findings to the Board for consideration when approv-
ing the financial statements for issuance to the shareholders. The Committee also considers, for review by the Board and approval by
the shareholders, the engagement or re-appointment of the external auditors.

Financial statements have been audited by Ernst & Young LLP, the external auditors, in accordance with Canadian generally
accepted auditing standards on behalf of the shareholders. Emst & Youﬁg LLP has full and free access to the Audit Committee.

JOHN W, KENNEDY LEE HARTWELL
President Chief Financial Officer
& Chief Executive Officer & Vice President, Corporate Development

Auditors’ Report

TO THE SHAREHOLDERS OF HEMOSOL INC.

We have audited the consolidated balance sheets of Hemosol Inc. as at December 31, 2001 and 2000 and the consolidated state-
ments of loss and deficit and cash flows for the years then ended. These financial statements are the responsibility of the Company's
management. Our responsibiiity is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with Canadian generally accepted auditing standards. Those standards require that we plan
and perform an audit to obtain reasonable assurance whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall
financial staternent presentation,

In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position of the Company
as at December 31, 2001 and 2000 and the results of its operations and its cash flows for the years then ended in accordance with

Canadian generally accepted accounting principles.
Toronto, Canada, '
February 6, 2002 Chartered Accountants
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& Hemosol Inc.
® (A Development Stage Company)
® incorporated under the laws of Ontario

consolidated balance sheets

B 2601 2000
As at December 31 [thousands of dollars] : it ) $
ASSETS
CURBENT
Cash and cash equivalents 2,785 - 42,027
Short-term investments jnote 2f 67,'(')52 . -
Amounts receivable and other assets jnote 7ic)) o v S 3.556 1,967
Inventory and supplies fnote 3j e ;731 635
TOTAL CURRENT ASSETS i 74724 44,629
Capital assets, net fnote 4] g :”6,9,8‘9,9 . 17,089
Patents and trademarks, net jnote 5] 1 ,964' 1,020
Deferred charges, net jnote 6] ; ' vﬁys,“éao’ v 7,690
TOTAL OTHER ASSETS 69,693 25,799

Coiaamr 70,428
LIABILITIES AND SHAREHOLDERS' EQUITY 5 .
CURRENT (A
Accounts payable and accrued liabilities jnote 4 i) 13,605' 5,358
Commitments and contingencies jnotes 4, 8 and 11] : :
SHAREHOLDERS' EQUITY
Share capital jnote 7 iaj] 3081 192,923
Contributed surplus fnote 7ibj] o L 7‘:: 8,535 8,535
Deficit . (183,858) (136,388)
TOTAL SHAREHOLDERS' EQUITY © 1308127 65,070

' i44,417_ , 70,428

See accompanying notes

On behalf of the Board:
Gy p s

MITCHELL J. KOSTUCH
Director

JOHN W. KENNEDY
Director

HEMOSOL INCT.
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2 Hemosol Inc.
& (A Development Stage Company)
&

consolidated statements of loss and deficit

2000
Years ended Dacember 31 {thousands of dollars] . $ B
EXPENSES
Research and development e

Scientific and process 18,386 15,357

Regulatory and clinical eI 8,008
Administration G 6731 3,864
Marketing and business development 5,581 3,439

42,449 30,668

Loss from operations before the following " (42,449) _ {30,668)
Amortization of deferred charges : (560) : -
Foreign currency translation gain et 970 . s 29
Interest income ' :"i, 3,488 e 3,069
Loss before income taxes (38,351 (27,570)
Provision for income taxes jnote 9J 27
NET LOSS FOR £ YEAR (27.597)
Deficit, beginning of year (136,388) y (104,174)
Share issue costs e :(}8_,853)_ . 4,617
DEFICIT, END OF YEAR ’ ‘(1 833:.85,8):\: (136,388}
BASIC AND DILUTED LOSS PER SHARE $ '(0-98,) s (0.88)
WEIGHTED AVERAGE NUMBER OF COMMON SHARES CUTSTANDING [000’S) i 39;215 31,467

See accompanying notes
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[ Hemosol Inc,
-] (A Development Stage Company)
B

consolidated statements of cash flows

2000

Years ended December 31 [thousands of dollars] $ .....
OPERATING ACTIVITIES
Net loss for the year (27.,597)
Add (deduct) items not involving cash

Amortization of capital assets 1,597

Amortization of patents and trademarks 75

Amoertization of deferred charges -

Compensation cost for non-employee stock options fnote 7 @ajf ‘ ~

Foreign currency transiation gain e (42) -

, ©(35,748) . (25,925)

Changes in non-cash working capital balances related to operations e :

Amounts receivable and other assets ‘-.(1._1 89) - : (1,577)

Inventory and supplies (_1'.()_96) g (635)

Accounts payable and accrued liabilities fnote 4 s L ‘99 (1,324)
CASH USED IN ORERATING ACTIVITIES '(3?.934) (29,461)
INVESTING ACTIVITIES
Patent and trademark costs . (s68) (354)
Purchase of short-term investments :: (8 7,647) ‘ -
Sale of short-term investments 2(5,595: g -
Purchase of capital assets fnote 4 giif {38,415):. (13,286)
CASH USED IN INVESTING ACTIVITIES -4 06,035) (13,640)
FINANCING ACTIVITIES - Gt
Proceeds on issuance of common shares ‘113,078 76,234
Proceeds from sale of the third party option fnote 7 bjf G  -' 8,535
Payment of share issue costs [note 6 il - (81,:393) (4,617)
Payment of deferred charges (i (4,790
CASH PROVIDED BY FINANCING ACTIVITIES 104,685 . 75,362
NET INOREASE (DECHEASE] IN CASH AND CASH EQUIVALENTS DURING THE YEAR (39,284) © - 32,261
Effect of exchange rates on cash and cash equivalents 42 -
Cash and cash equivalents, beginning of year 42,027 9,766
CASH AND CASH EQUIVALENTS, END OF YEAR ' »_:_;:_2,.7_'85.:_.1; e 42,027

See accompanying notes

HEMOSOL tNC,
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Hemoso! Inc.
(A Development Stage Company)

notes to consolidated financial statements

[All doliar amounts in thousands, except as noted]

Becember 31, 2001 and 2000

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Hemosol Inc. {the “Company” or “Hemosol’} is an integrated biopharmaceutical company developing a family of products for the
treatment of human hemoglobin deficiencies. To date, the Company has not earned significant revenues and is considered to be an
enterprise in the development stage.

The Company has financed its cash requirements primarily from share issuances. The Company's ability to realize the carrying value
of its assets is dependent on successfully bringing its products to the market and achieving future profitable operations, the outcome
of which cannot be predicted at this time. 1t will be necessary for the Company to raise additional funds for the continuing develop-
ment of its products.

The consolidated financial statements of the Company have been prepared by management in accordance with Canadian generally
accepted accounting principles within the framework of the significant accounting policies summarized below:

BASIS OF CONSOLIDATICN

The accompanying consolidated financial statements include the accounts of the Company and its wholly-owned subsidiaries,
Hemosol Research Corporation [formerly Cell Expansion Technologies inc.], 749235 Ontario Limited, Hemosol (USA) Inc. and
Hemoglobin Company Inc. All significant intercompany transactions and balances are efiminated. .

CASH AND CASH EQUIVALENTS

The Company considers all highly fiquid instruments with maturities of 90 days or less at date of acquisition to be cash equivaients.
SHORT-TERM INVESTMENTS

Short-term investments are generally held to maturity. Short-term investments are liguid investments with maturities between 90 days
and one year from the date of acquisition and are valued at the lower of cost and market.

INVENTORY AND SUPPLIES

Inventory and supplies are valued at the lower of cost, determined on a first-in first-out basis, and replacement cost.

INVESTMENT TAX CREDITS
Investment tax credits are accrued when qualifying expenditures are made and there is reasonable assurance that the credits will be

realized. The Company accounts for the investment tax credits using the cost reduction method.

(PATENTS AND TRADEMARKS
‘Patent and trademark costs are carried at cost less accumulated amortization and are amortized on a straight-line basis over their

10

economic fife, which is estimated to be 17 years.

CAPITAL ASSETS

Capital assets are recorded at cost, Jess accumulated amortization and related investment tax credits. Amortization commences when
capital assets are available for use and is provided using the straight-line method at the following annual rates, which are designed to
charge operations with the cost of the assets over their estimated usefu! lives:

Building and building services eguipment o 5025 ye‘afs '
Technical equipment ... 5-15years
Furniture and fixtures Lol Byears
Computer equipment : : 3years::
Leasehold improvements : .. overterm of lease;,
LEASES

Leases are classified as either capital or operating. Those leases which transfer substantially all the risks and benefits of ownership of
property to the Company are accounted for as capital leases. All other leases are accounted for as operating, with rental payments
expensed as incurred.

ANNUAL REPORT 2001




INCOME TAXES

The Company follows the liability method of accounting for income taxes. Under this method, future income tax assets and liabilities
are determined based on differences between financial reporting and tax bases of assets and liabifities, measured using the substan-
tively enacted tax rates and laws expected to be in effect when the differences are expected to reverse.

RESEARCH AND DEVELOFPMENT COS8TS
Research costs are expensed in the year incurred. Development costs are expensed in the year incurred unless a development project
meets Canadian generally accepted accounting criteria for deferral and amortization. No development costs have been deferred to date.

DEFERAED DEBT ISSUE COSTS
Deferred debt issue costs represent the costs related to the establishment of the Company’s senior credit facility and subordinated
credit facility. The costs are being amortized using the straight-line method over the expected term of the facility.

STOUK-BABED COMPENSATION PLANS

The Company has two stock-based compensation plans, which are described in note 7. No compensation expense is recognized for
these plans when the stock or stock options are issued to employees. Stock options and warrants issued to non-employees are
recorded at fair value and are included in expenses. Stock options and warrants issued related to share issuances are not valued. Any
consideration received on the exercise of stock options and warrants or purchase of stock is credited to share capital.

FOREHEN CURRENQY TRANSLATION

The Company’s U.S. subsidiary, Hemosol (USA) Inc., is considered an integrated foreign operation and its accounts are translated
using the temporal method. Under this method, monetary assets and liabilities dencminated in U.S. dollars are translated into Canadian
dollars at the year-end exchange rate. Other assets are transiated at historical exchange rates. Revenues and expenses are translated
at average rates prevailing during the year, except for amortization, which is translated at historical rates. Translation gains and losses
are included in net loss for the year.

1.OSS PER SHARE

The Company has retroactively adopted the new recommendations for determining loss per common share issued by The Canadian
Institute of Chartered Accountants. Diluted loss per share reflects the dilution that would occur if outstanding stock options and warrants
were exercised or converted into common shares using the treasury stock method. The computation of diluted loss per share does not
include stock options and warrants with dilutive potential that would have an anti-dilutive effect on loss per share. The inclusion of the
Company's stock options and watrrants in the computation of diluted loss per share would have an anti-dilutive effect on loss per share
and are therefore excluded from the computation. Conseqguently, there is no difference between basic loss per share and diluted loss
per share. There was no impact on the consolidated financial statements as a result of the adoption of these new recommendations.

FINANGIAL INSTRUMENTS

The fair value of the Company’s financial instruments contained within these consolidated financial statements approximates their
carrying value due to the short-term maturities of these instruments.

USE OF ESTIMATES

The preparation of consolidated financial statements in conformity with Canadian generally accepted accounting principles requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities at the dates of the consoli-
dated financial statements and the reported amounts of revenues and expenses during the reporting periods. Actual results could differ
from those estimates.

2. SHORT-TERM INVESTMENTS

Short-term investments consist of R1 Mid to R1 High Canadian and U.S. corporate debt securities in the amount of $36,075 and
$30,043 [U.8.$18,859)], respectively. They are carried at cost plus accrued interest of $934, which approximates market value.

3. INVENTORY AND SUPPLIES

fnventory and supplies to be used in the production of Hemolink™ (hemogiobin raffimer) amounted to $1,458 {2000 - $553] and
$273 [2000 - $82}, respectively.
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4. CAPITAL ASSETS

Capital assets consist of the following:

2000
R Accumutated
Cost . Amortization Cost Amortization
8, $ $ $
Land : 2,782 - 2,782 -
Building and building services equipment [i] e 11,239 - 9,950 -
Technical equipment [i], [ii] 47,777 3 8,408 . 9,876 7,107
Furniture and fixtures 6,868 644 681 609
Computer equipment , 11,689 o999 1,098 669
Leasehold improvements 8,364 27,719 : 8,169 7,082
L rBeed ool 32,556 15,467
Less accumulated amortization CATTT0 ‘ o , 15,467
NET BOOK VALUE i 60,899 U ' 17,089

[l Construction on the manufacturing facility was partially completed when the Company took occupancy on December 15, 2001.
The Company has committed to spend approximately $30,000 on the manutacturing facility in 2002 to complete construction.

fil Technical equipment in the manufacturing facility is still under construction. The carrying value of technical equipment not yet
available for use is $36,611.

(il At December 31, 2001, capital asset obligations included in accounts payable and accrued liabilities totaled $7,698 {2000 - $1,800].

5. PATENTS AND TRADEMARKS
Patents and trademarks consist of the following:

} 2000
Patent and trademark costs ' 2.455 g 1,437
Less accumulated amortization 491 417
NET BOOK VALUE . 1,864 . 1,020
6. DEFERRED CHARGES
Deferred charges consist of the following:
Accumutated
Cost Amortization
$ $
Deferred debt issue costs fij SR80 7,190 -
Deferred share issue costs [ii) 500 500 -
' 7,690 -
Less accumulated amortization I -
NET BOOK VALUE 6830 o Lo 7,690 -

[) Deferred debt issue costs represent costs related to the establishment of the Company’s senior credit facility and subordinated
credit facility fnotes 7[a) and 10] in 2000. The nen-cash portion of these costs amounted to $2,900. Amortization of the deferred
debt issue costs commenced in 2001 and amounted to $860.

(il Deferred share issue costs in 2000 relate to the Company’s prospectus filed in March 2001 which have been included in share
issue costs in 2001.

12 ANNUAL REPORT 2001




7. SHARE CAPITAL AND CONTRIBUTED SURPLUS

1Al SHARE CAPITAL

Authorized

Unlimited common shares

Unlimited special shares, issuable in series 51,786 Series D special shares, voting, ranking equally with common shares
issued

The changes in issued share capital and non-employee warrants and options are as follows:

2000
$ # $

COMMON SHARES e | ,,
Balance, beginning of year 32,269,901 190,023 24,669,301 113,789
Issued during the year for cash 18,050,000 108,678 7,072,333 74,253
Employee options exercised for cash “, 296,860 : 11,4357 283,817 874
Issue of common shares under employee S g po S

share purchase plan for cash 33,4000 L 264 32,450 429
Non-employee warrants and options S )

exercised for cash 27010 +212,000 678
Balance, end of year 803101 | 32,269,901 190,023
NON-EMPLOYEE WARRANTS AND OPTIONS .
Balance, beginning of year 42,900 279,700 -
Issued during the year e L Rk 1,044,172 2,900
Exercised during the year L0 (348,700) . 0 oo . {212,000 -
Expired during the year L460,950) i e e - -
Balance, end of year :':, 727222 i : 3,034 i 1,111,872 2,900
TOTAL SHARE CAPITAL o to ©.306,135 192,923

On January 29, 1999, 320,000 broker's warrants were issued to underwriters. During 2001, the remaining 67,700 [2000 - 212,000]
broker's warrants were exercised for gross proceeds of $217. No outstanding warrants remain related to this issuance.

On January 17, 2000, the Company issued 5,520,000 common shares at a purchase price per common share of $8.35 for gross
proceeds of $46,092. In addition, the Company granted 276,000 after-market support options to the underwriters. Each after-market
support option entitled the holder to purchase one common share at a price of $9.00 during the period ended October 31,°2001.
During 2001, all 276,000 support opticns were exercised.

On March 27, 2000, the Company issued 1,218,000 common shares at a purchase price per common share of $19.00 for gross
proceeds of $23,161. In addition, the Company granted 60,950 after-market support options to the underwriters. Each after-market
support option entitied the holder to purchase one common share at a price of $19.00 during the period ended October 5, 2001.
During 2001, all 60,950 support options expired.

On November 8, 2000, the Company issued 333,333 common shares for gross proceeds of $5,000 in a private placement transac-
tion. In addition, a 16-month option was granted to purchase an additional 222,222 common shares at $22.50 per share [note 8]. To
date, none of these options have been exercised.

On November 10, 2000, the Company issued 85,000 common share purchase warrants at an exercise price of $18.00 per share in
connection with the finalization of the senior credit facility [note 70[aj]. These warrants have been recorded at an estimated fair vaiue of
$624 using the Black-Scholes option pricing model and are exercisable at any time until their expiry date in November 2005. To date,
none of these warrants have been exercised.

On December 14, 2000, the Company issued 400,000 common share purchase warrants at an exercise price of $18.00 per share
in connection with the finalization of the subordinate credit facility fnote 10/b]]. These warrants have been recorded at an estimated fair
value of $2,276 using the Black-Scholes option pricing model and are exercisable at any time until their expiry date in December 2005.
To date, none of these warrants have been exercised.

On March 1, 2001, the Company issued 7,000,000 common shares in the United States at a purchase price per common share of
$13.50 (U.S.$8.78) for gross proceeds of $94,500 (U.S.$61,460). In addition, the Company granted 1,050,000 over-allotment options
entitling the underwriters to purchase one common share at a price of $13.50 (U.S.$8.78) during the period ended March 31, 2001.
During 2001, all 1,050,000 over-allotment options were exercised for gross proceeds of $14,175 (U.5.$9,219).

HEMOSOL INC.
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During 2001, the Company granted 20,000 options with a fair value determined using the Black-Scholes option pricing model of
approximately $134 to external consuttants for services performed. These options have an expiry date of 10 years from issuance and
vest over a three-year pericd. The fair value of these options is included in net loss for the year. To date, none of these options have
been exercised.

B CONTRIBUTED SURPLUS
DBuring 2000, the Company sold its transferable option to purchase Hemosol shares related to an arrangement with a third party for net
proceeds of $8,535, which has been recorded as contributed surplus in the consolidated balance sheets,

0] EMPLOYEE STOCUK PURCHASE PLAN

During 1999, the Company implemented an employee stock purchase plan [the “ESPP"] to enable non-management employees to
purchase up to 1,000 shares in the Company at 90% of the then current stock price {as defined in the ESPP]. The ESPP also provides
non-interest bearing loans to designated employees to be used to subscribe for common shares. Loans are repayable over a maxi-
mum three-year period. Employees shall have one year from the date on which they are notified of eligibility to participate in the plan.
During the year ended December 31, 2001, 33,400 (2000 - 32,450] common shares were issued to employees under this plan for
gross proceeds of approximately $264 [2000 - $429). As at December 31, 2001, loans to employees under the ESPP, which are col-
lateralized by the underlying securities, totaled $382 [2000 ~ $339]) with a market value of common shares of $456 [2000 - $747) and
are included in amounts receivable and other assets.

D] EMPLOYEE STOCK OPTION PLAN
The Company has granted options to purchase common shares of the Company to certain of its directors, executive officers and
key employees. )

The options expire 10 years from the date of issuance. Options granted prior to December 7, 2000 vest over a four-year period and
options granted subsequent to December 7, 2000 vest over a three-year period. [n 2001, 296,860 [2000 - 283,817] options were
exercised for cash consideration of approximately $1,435 [2000 - $874).

A summary of the status of the Company’s employee stock option plan as at December 31, 2001 and 2000, and changes during
the years ended on those dates, is presented below:

2000
Weighted
average
: e exercise
- ’Shares’ : price ; Shares price
. : . R # $
QUTSTANDING, BEGINNING OF YEAR . 1,812,665 pe 3.81 ' 1,448,564 417
Granted 793,700 - ’ 824 685,917 16.00
Exercised [ {296,860) " 4.83 . (283,817) 3.08
Forfeited | (196,683) o, - 0985 (38,999) 4.71
OUTSTANDING, END OF YEAR 21129220 o905 1,812,665 B.81
OPTIONS EXERCISABLE, END OF YEAR 757,653 A 732,798 5.69
The following table summarizes information relating to the employee stock options as at December 31, 2001:
Qutstanding Exercisable
Weighted Weighted Weighted
Range of average average average
exercise remaining exercise exercise
prices contractual life price price
¥ fyears] $ #
1.70to 2.75 281,546 5.27 2.15 218,906 2.12
3.851t05.70 462,355 7.81 4.91 209,710 5.05
6.30 to0 9.90 543,757 8.66 6.49 108,557 6.90
11.15 to 16.65 726,729 8.93 14.68 175,552 15.14
18.80 to 22.60 98,535 8.34 20.92 44,928 20.87
1.70 to 22.60 2,112,922 8.10 9.05 757,653 7.74
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8. DOMPE AGREEMENT

In October 2000, the Company entered into a memorandum of understanding with Dompé Farmaceutici S.P.A. [‘Dompé", an Italian
pharmaceutical company, pursuant to which the Company agreed to negotiate exciusively with Dompé to form a strategic alliance for
the promotion, marketing and sale of Hemolink™ {hemoglobin raffimer) in Southern and Eastern Europe.

Pursuant to the memorandum of understanding, in November 2000, Dompé invested $5,000 in the Company by purchasing
333,333 common shares. In addition, the Company granted Dompé a 16-month option to purchase an additional 222,222 common
shares at $22.50 per share fnote 7/aj].

9. INCOME TAXES
Significant components of the Company's future tax assets and liabilities as at December 31, are as follows:

ST

2000
3

Future tax assets LR
Non-capital losses S 5,401 00 o 5,581
Investment tax credits :.1‘:':'-'1‘8,84,3;. S 12,091
Scientific research and experimental development expenses 45,217 40,871
Share issue costs 12,4327 1,672
Capital assets and patents and trademarks : 1,679 1,437
73,562 61,652
Valuation allowance G (73,562) (61,652)

Future tax liabilities Lo -

NET FUTURE TAX ASSETS : Ch el -

The provision for income taxes recorded during fiscal 2001 of $226 [2000 - $27] relates to Large Corporations Tax and U.S. Federal
income tax payable.

The Company has available research and development expenditures for income tax purposes, which may be carried forward indefi-
nitely to reduce future years' taxable income. The potential income tax benefits associated with these expenditures have not been
recorded in the accounts. The total of such expenditures accumulated to December 31, 2001 is approximately $150,000 [2000 - $122,000).

At December 31, 2001, the Company has accumulated tax losses for federal and provincial purposes in Canada. The Company also
has unclaimed Canadian scientific research investment tax credits. The losses and investment tax credits can be used to offset future
years' Canadian taxable income. The tax losses and investment tax credits expire as follows:

Investment
Federal Ontario tax credits
$ $ $
2003 - 2,659 1,865
2004 - 2,016 1,820
2005 - 5,910 1,808
2006 597 9,018 1,743
2007 - 1,827 2,151
2008 12,102 12,102 2,117
2009 - - 3,077
2010 - - 6,647
2011 - - 5,681
12,699 33,532 26,909
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10. CREDIT FACILITIES

(Al On November 10, 2000, the Company entered into a $35 million senior credit facility [the “Facility”]. The Facility consists of a non-
revolving construction loan which may be converted by the Company or the lenders into a term loan. Borrowings under the construc-
tion loan will bear interest at a rate of prime plus 3% per annum. Any such borrowings collateralized by cash will bear interest at a rate
of prime plus 0.25% per annum. The principal amount outstanding under the construction loan, together with all interest accrued
thereon, will be due and payable on June 30, 2003.

The Company may convert outstanding principal amounts under the non-revolving construction loan into a non-revoiving amortizing
term ioan of up to $35 million at any time prior to June 30, 2003 if certain conditions are met. The maximum term of the term loan is
three years from the date the construction loan is converted into a term loan, provided that the term ioan may not mature beyond
November 10, 2005. Quarterly principal payments on the term loan will be required based on an amortization of 10 years, with the
remaining outstanding principal balance due and payable on the maturity of the term loan. Borrowings under the term foan will bear
interest at a rate of prime plus 2.25% per annum. Any such borrowings which are collateralized by cash will bear interest at a rate of
prime plus 0.25%.

Borrowings under the Facility became available when the Company expended approximately $40 million on the construction of the
manufacturing facility.

The availability of the Facility is subject to certain covenants and conditions. The Facility is collateralized by a first charge over all of
the Company's real and personal property. The Company will also be required to provide, concurrently with each borrowing under the
Facility, cash collateralization equal to approximately 50% of the principal amount of each borrowing. This required cash collateralization
reduces upon the Company’s achievement of specific milestones and financial ratios.

_ iB}  On December 14, 2000, the Company entered into a $12.5 milion subordinate credit facility which consists of a non-revolving
construction loan that may be converted by the Company or the lender into a term loan. Borrowings under the construction loan will
bear interest at a rate of 15% per annum.

The Company may convert outstanding principal amounts under the construction loan into a non-revolving non-amortizing term
loan of up to $12.5 million at any time prior to June 30, 2003 if certain conditions are met. The maximum term of the term loan is
three years from the date the construction loan is converted into a term loan, provided that the term loan may not mature beyond
December 14, 2005. Borrowings under the term loan will bear interest at a rate of 15% per annum.

The availability of the subordinate credit facility is subject to the same covenants and substantially the same conditions as the Facility
and is secured by a second charge over all of the Company's real and personal property.

11. LICENSE AGREEMENTS

The Company has entered into a license agreement with the Canadian Department of National Defence dated July 30, 1986, as
amended and restated March 1, 1999, pursuant to which it was granted exclusive world-wide licenses to certain inventions and
processes related to HEMOLINK. The agreement expires upon the last to expire of {ij the patent rights licensed thereunder and [ii} any
patents obtained by the Company related to the patent rights licensed by the Canadian Department of National Defence.

Under this agreement, the Company would be required to pay royalties at rates based upon the net selling price of any products
which may be produced which embody these ficensed technologies, as well as a percentage of any consideration received for
sub-licensing such technologies.

This agreement also commits, and the Company is paying, a minimum annual royalty at the greater of $10 or 20% of royalties due in
the immediately preceding year. The Company has the right to commute future royalties in consideration of the payment of the greater
of $4,000 or five times the previous year's annual royalties.

12. RESEARCH AND DEVELOPMENT PROJECT

The Company is focused on the development of a portfolio of products for the treatment of hemoglobin deficiencies, or anemia. The
Company'’s focus is the commercialization of their first product, HEMOLINK, which is a highly purified, human-derived hemoglobin
replacement product. HEMOLINK is designed to provide safe, immediate oxygen-carrying capability and to eliminate the need for
donor red blood cell transfusions in patients suffering from acute anemia. HEMOLINK is currently being evaluated for use in cardiac
surgery, orthopedic surgery and chemotherapy-induced anemia.

Research and development costs cumulative from July 11, 1985 though December 31, 2001 related to HEMOLINK amounted
to $137,979.

13. UNITED STATES GENERALLY ACCEPTED ACCOUN1:ING PRINCIPLES

The Company prepares its consolidated financial statements in accordance with Canadian generally accepted accounting principles
[“Canadian GAAP"], which differ in certain material respects from those applicable in the United States [“U.S. GAAP").
The material differences as they apply to the Company’s consolidated financial statements are as follows:
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A

Balance sheet adjustments:

2000
$

AMOUNTS RECEIVABLE AND OTHER ASSETS :
Balance under Canadian GAAP 08,1560 1,967
Adjustment for employee stock purchase loans (i} (382): (339)
BALANCE UNDER U.S. GAAP : 2,774 : 1,628
PATENTS AND TRADEMARKS ’
Balance under Canadian GAAP 1,964 1,020
Adjustment for patents and trademarks fii] (1,984): (1,020
BALANCE UNDER U.S. GAAP e -
SHARE CAPITAL Cn e
Balance under Canadian GAAP 306485 192,923
Adjustment for share issue costs [ii] -(20.457)" (11,564)
Adjustment for employee stock purchase loans {i] .(382) (339)
BALANCE UNDER U.S. GAAP i 285296 181,020
DEFICIT pa i
Balance under Canadian GAAP (183,858) . (136,388)
Adjustment for share issue costs {iii] 20,457 i 11,564
Adjustment for patents and trademarks i} L1964 {1,020)
BALANCE UNDER U.S. GAAP REFERRED TO AS s
“DEFICIT ACCUMULATED DURING THE DEVELOPMENT STAGE” [note 13ifl] :4(165,365) -1 {125,844)

(]

Employee stock purchase plan

Under Canadian GAAP, loans provided to employees for the purchase of shares may be either recorded as accounts receivable or
deducted from share capital, depending on certain criteria. Under U.S. GAAP, such loans must be deducted from share capital.
Patents and trademarks

Under Canadian GAAP, patent and trademark costs are carried at cost less accumulated amortization and are amortized on a
straight-line basis over their estimated economic life. Under U.S. GAAP, specifically Statement of Financial Accounting Standard
[“SFAS”) No. 2, “Accounting for Research and Development Costs,” patent and trademark costs that have no alternative future
uses, and therefore no separate economic values, must be expensed as incurred.

Share issue costs

Under U.S. GAAP, the carrying value of capital stock is shown net of share issue costs. Under Canadian GAAP, share issue costs
are reported as an adjustment to deficit.

(iv] sShort-term investments

In accordance with Canadian GAAP, the Company's short-term investments are carried at the lower of cost or market based on

guoted market prices. Under U.S. GAAP, these investments would have been classified as held-to-maturity, and would be recorded

at amortized cost. There is no significant difference between cost under Canadian GAAP and amortized cost for U.S. GAAP.

Accrued interest is included in the short-term investments balance, which in total approximates fair value.
187 The components of stockholders’ equity under U.S. GAAP are as follows:

2000
7 . $
Share capital " omsi296 181,020
Contributed surplus 7,536 8,535
Deficit accumulated during the development stage T (165:365) (125,844)
128,466 63,711
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i1 Reconciliation of net loss under Canadian and U.S. GAAP

2000
$

Net loss for the year, under Canadian GAAP (38,577) (27,597}
Adjustment for patents and trademarks (944) (279)
NET LOSS AND COMPREHENSIVE LOSS, UNDER U.S. GAAP . {39,521) (27,876)
NET LOSS PER SHARE, UNDER U.S. GAAP (1.01) (0.89)
WEIGHTED AVERAGE NUMBER OF SHARES, UNDER U.S. GAAP

[ROUNDED TO THE NEAREST THOUSAND SHARE] 39,168 31,452
0 Cash flow adjustments:

2000
$

OPERATING ACTIVITIES
Balance under Canadian GAAP (37,934) (29,461)
Adjustment for patents and trademarks (additions) (568) (354)
Adjustment for employee stock purchase loans 43 232
BALANCE UNDER U.S. GAAP (38,459): (29,583)
INVESTING ACTIVITIES
Balance under Canadian GAAP : (106,035) - (13,640}
Adjustment for patents and trademarks i 568. 354
BALANCE UNDER U.S. GAAP © Y (105,467) (13,286)
FINANCING ACTIVITIES )
Balance under Canadian GAAP 104,685 75,362
Adjustment for employee stock purchase loans 43). . (232)
BALANCE UNDER U.S. GAAP 104,642 75,130

{E] Stock-based compensation:
The Company accounts for compensation expense for certain members of its employee stock option plan under the provisions of
Accounting Principles Board Opinion 25, “Accounting for Stock Issued to Employees”. No such expense is required to be determined
under Canadian GAAP. Since the exercise price of the Company’s employee stock options equals the market price of the underlying
stock on the date of grant, no compensation expense has been recognized under U.S. GAAP.

Had compensation cost for the employee stock option plan been determined based upon fair value at the grant date for awards
under this plan consistent with the methodology prescribed under SFAS No. 123, “Accounting for Stock-based Compensation”, the
Company’s net loss and loss per share would have changed to the pro forma amounts indicated below:

) s 5

Net loss under U.S. GAAP . {39,521) . (27,876)
Estimated stock-based compensation costs (2,644) ... (885)
éRd EORMA NET LO.SS“FIOH THE YEAR S ca (42,1,(_5:5‘):- _ . (ééb.76‘1)
PRO FORMA NET LOSS PER SHARE ;ff (.08 (0.91)
WEIGHTED AVERAGE FAIR VALUE OF STOCK OPTIONS GRANTED DURING THE YEAR ‘ 7775 10.48
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The fair values of all options granted during 2001 and 2000 were estimated using the Black-Scholes option pricing model with the

following weighted average assumptions:

Expected option life [years)
Volatility

Risk-free interest rate
Dividend yield

2000

0.539
4%

The Black-Scholes model, used by the Company to calculate option values, as well as other accepted option valuation models, were
developed to estimate fair value of freely tradable, fully transferable options without vesting restrictions, which significantly differ from
the Company’s stock option awards. These models also require highly subjective assumptions, including future stock price volatility and
expected time until exercise, which greatly affect the calculated values. Accordingly, management believes that these models do naot

necessarily provide a reliable single measure of the fair value of the Company’s stock option awards.

IF} DEVE

EL OPMENT STAGE ENTERPRISE

Under U.S. GAAP, specifically SFAS No. 7, “Accounting and Reporting of a Development Stage Enterprise,” the following additional

disclosures are required:

{i} Consolidated statement of loss and deficit

REVENUE

Research and development
Administration
Marketing and business development

186,887

Loss from operations before the following
Interest income

Amortization of deferred charges

Foreign exchange gain

Loss before income taxes

(179,602) -
14908
@60
o0
. (164,054)

Provision for income taxes (253): '
NET LOSS FOR THE PERIOD "(164,307)
Deficit, beginning of period o -
Dividends (933)
Share redemption premium (125)
DEFICIT, END OF PERIOD (165,365} ..
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{ii} Consoliidated statement of cash flows

CASH USED IN OPERATING ACTIVITIES (143,731)
CASH USED IN INVESTING ACTIVITIES (138,516) -
CASH PROVIDED BY FINANCING ACTIVITIES ) 284,990‘:
Effect of exchange rates on cash and cash equivalents ' 42

NET INCREASE (N CASH AND CASH EQUIVALENTS DURING THE PERIOD 2,785 :

{iti} Share capitab

COMMON SHARES

Shares issued for cash

Employee options exercised for cash

Issue of common shares under ESPP for cash

Compensation warrants exercised for cash : 596,000
Shares retumed and cancelled i:(100,000). _ i
40,931,811 z2me
NON-EMPLOYEE WARRANTS AND OPTIONS . : i
Issued relating to equity issuances -437638,872 T R
Issued relating to credtt facilities 17171485,000 ‘ 2,900
Issue of options to non-employees e 20,000 : 134
Exercised {555,700} . N
Expired o e0:850) . L e
0 7re2 3034
Share issue costs (20, 457) i
285296

15. COMPARATIVE CONSOLIDATED FINANCIAL STATEMENTS

The comparative consolidated financial statements have been reclassified from statements previously presented to conform to the
presentation of the 2001 consolidated financial statements.
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Pursuant to the requirements of the Securities Exchange Act of 1934, the
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